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The Woman C. P. A.
Residential Property and Taxation

By RUTH A.
The loss on a sale of residential property
may or may not be an allowable deduction.
If purchased or constructed and used as a
personal residence up until the date of the
sale, the loss is not deductible. If pur
chased as a personal residence and later
rented, the loss would be deductible. If
purchased to be rented but later used as a
personal residence, the loss would not be
deductible. The status at the time of sale
governs the deductibility of the loss.
If converted to rental property, it is
necessary that the property be actually
rented or leased in order to secure the loss
deduction. Having offered the property for
rent or having instructed an agent to lease
would not be sufficient.
The loss on the sale of residential prop
erty purchased with the intention of leasing
or re-selling would be deductible. It would
however be necessary that the purchaser
prove intent to lease or sell.
If residential property is converted to
rental property, later sold and a loss sus
tained, only that portion of the loss applic
able to the period after conversion would
be deductible. The basis would be cost or
value at the date of conversion whichever
is lower. In computing the loss, the land
would be considered a capital asset and if
the owner is an individual, the percentage
basis for computing gain or loss would
apply. The loss on the sale of the building
computed in accordance with the Act,
would be deductible in full.
If sold at a profit, the gain is taxable
whether leased or used for a personal resi
dence. If used as a personal residence it
would be considered a capital asset and the
gain would be reported on a percentage
basis according to the length of time held.
If rented and sold at a profit, the land only
would be considered a capital asset, and th?
profit reported on the percentage basis.
The gain on the sale of the building com
puted in accordance with the Act, would
be taxable in full. It would be necessary
that the cost basis and the selling price be
allocated to land and building.
If considered a capital asset, the gain or
loss would be reported on a percentage ba
sis according to the length of time held
providing the owner is an individual. If
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held less than eighteen months, the gain or
loss to be reported would be 100%; if over
eighteen months but less than twenty-four,
66%%; over twenty-four months, 50%. The
length of time held would be computed
from the date of purchase even though in
event of a loss, the property had been con
verted from a personal residence to busi
ness property at a later date.
Interest on mortgages, taxes and casual
ty losses are deductible whether property is
used as a personal residence or leased. All
taxes except assessments for permanent
improvements and betterments are deduct
ible. However, the cost basis to be used in
computing gain or loss in event of sale,
would be increased by the amount of these
non-deductible assessments.
Repairs, depreciation, insurance and oth
er expenses are not deductible if property
is used for a personal residence. If the
property was purchased with the intention
of renting and was rented, then the fore
going expenses would be deductible. If
purchased as a personal residence and later
converted to business property, these ex
penses are deductible subsequent to date of
conversion. If purchased with the intention
of renting but remains vacant, these items
are allowable deductions.
If property was leased and later con
verted to personal residence, the expendi
tures for repairs, depreciation, insurance
and other such expenses would be allowable
deductions only to date of conversion.
When the sale of residential property is
anticipated and particularly if a loss is ex
pected the owner should consider the tax
situation before moving into rental prop
erty with the intention of advertising and
showing the property. If the owner or his
agent moves in any time prior to date of
sale, the loss will not be deductible.
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President’s Column—
(Continued from page 37, column 1)
the woman accountant needs the help and
encouragement of other women in the ac
counting field. For this reason the annual
meeting this year is a particularly import
ant one to each of us. Make every effort
to attend.

